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KEY ECONOMIC INDICATORS 


In Millions of US$ 
Exchange Rate: US$1.00 = @126 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant 1972 Prices 

Per Capita GNP, Current Prices $ 

Investment % GNP 

Personal Income 

Indices: (1972 = 100) 
Industrial Production 
Agricultural Production 
‘Construction 
Avg. Industrial Wage 

Labor Force (thousand) 

Avg. Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply 
Interest Rates (Commercial Banks) 
Indices: (1972 = 100) 

Wholesale Prices 

Cost of Living 


Balance of Payments and Trade 


Gold and Foreign Exch. Reserves 
External Public Debt 
Annual Debt Service (%) 
Balance of Payments 
Balance of Trade 
Exports, FOB 
U.S. Share (%) 
Import, FOB 
U.S. Share (%) 
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4,385. 
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1,451. 

24. 
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Main imports from U.S.: 1979: Cigarettes, 2,303 m.t. and $15.8 million; 
Machinery and Motors, 1,972 m.t. and $11.7 million; 
Textiles, 2,062 m.t. and $3.7 million; Vehicles and 
Transporation Equipment, 851 m.t. and $3.6 million; 
Agricultural Machinery, 374 m.t. and $2.1 million. 


1/ Embassy Estimates 
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SUMMARY 


Paraguay in recent years has enjoyed one of the best growth rates 
in Latin America. The bases of the current prosperity are the 
expansion of agricultural production for export and the beginning 
of the exploitation of the hydroelectric potential of the Parana 
River. The combination of these two factors has set off an 
unprecedented boom in Paraguay. Foreign exchange reserves will 
exceed $780 million this year, up from $613 million at the end 

of: 197%. 


Prospects for this year are for real growth in the GNP of about 
10 percent, the same level as the rate of increase in 1978 and 

1979. Agriculture production will be up from 1979 and soybean 

output will be 55 percent better than last year's. The cotton 

crop will also be larger, but below record 1978 levels. 


Construction of the second dam on the Parana River should begin 
within a year and given present plans Paraguay will be earning 
significant amounts from hydroelectric construction through 

the 1990's. By the end of the current decade it will also have 
enormous disposable quantities of power from the Itaipu project. 
Given rational economic policy and political stability Paraguay 
will be in a position to modernize its economy and achieve con- 
siderably higher standards of living for its people over the 
next decade. 


Current demand for imports is virtually across-the-board for con- 
sumer goods. Selected capital goods are also in demand, includ- 
ing construction equipment, agricultural processing machinery and 
air conditioning and refrigeration equipment. 


The favorable economic factors which have given Paraguay the best 
rate of growth in Latin America over the past few years are all 
still in effect in mid-1980 and prospects for the coming decade 
are as bright as for any country in the hemisphere. Real growth 
in GNP should be at about 10 percent again this year, the balance 
of payments is in good shape and the country's foreign exchange 
reserves should be about $780 million at year-end 1980. 


Hydro Projects Spur the Country's Economy 


The principal factor which has broken the pattern of isolation 
and stagnation which characterized Paraguay before the last 
decade has been the expansion of Brazil up to and over its bord- 
ers with Paraguay. Brazilian settlers have moved into Paraguayan 
border areas and brought large tracts into commercial agricul- 
ture. Brazil's need for energy has given impetus to the develop- 
ment of the hydroelectric potential of the Parana River, which 
for much of its length serves as the boundary between Paraguay 
and its two large neighbors, Brazil and Argentina. The massive 
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Itaipu project now under construction will generate 25 percent 
more power than Grand Coulee. Paraguay pays no part of the cost 
of construction but has benefited to the extent of about $250 
million annually from sale of goods and services to the project 
and is entitled to 50 percent of the energy to be produced. 
Itaipu has also been a stimulus to land investment and the 
expansion of banking and financial services in Paraguay. 


A second large project on the Parana with the Argentines will 
begin major construction within a year. Similar to the agree- 
ment with Brazil, Paraguay will not pay any construction costs 
for Yacyreta but is entitled to 50 percent of the energy pro- 
duced. A third major dam located between Yacyreta and Itaipu is 
contemplated. The project is still in the site selection stage. 
Assuming that this project goes forward Paraguay should be 
assured of significant income from dam construction well into 
the 1990's. 


Energy generation from Itaipu will begin in 1983 but significant 
earnings from sale of power to Brazil will not be seen until 
Itaipu approaches full production a few years later. Brazil 
wants and needs all the power that Itaipu will generate and the 
agreement signed between the two countries is heavily biased 
toward the sale of Paraguay's 50 percent share of the electricity 
and against its use domestically. There is still pressure for 
developing plans to use a significant amount of Paraguay's share 
of the energy produced at Itaipu rather than sell it to Brazil, 
but the inexorable passage of time with no concrete steps being 
taken to utilize electricity within Paraguay is working in favor 
of its sale. An objective thorough study of Paraguay's future 
power resources and the alternative approaches to making use of 
them has yet to be undertaken. While it may be too late as far 
as Itaipu power is concerned, a rational look at the challenges 
and opportunities offered by further hydroelectrical development 
is still possible. If decisions are allowed to slide, some of 
the options open to Paraguay for modernization and developing 
the country will be closed. 


Agricultural Production Up But Soft Prices Hurt Growers 


While the macro-economic outlook for 1980 in terms of production 
and exports is good, the micro-economic picture -- what is hap- 
pening to the individual farmer -- is far from favorable. Agri- 
cultural production should be up significantly from 1979, with 
soybeans especially strong. Based on acreage planted, estimates 
of this year's crop have been as high as a million tons. How- 
ever, heavy rains and transportation bottlenecks have probably 
made it impossible to meet that ambitious target. Cotton prob- 
ably will be up from last year's production level but below the 
record 1978 crop. The burden of poor world market prices for 
both soybeans and cotton has fallen on the farmers who grow the 
crops. Most soybean farmers will not recover their costs from 
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this year's crop. Government policies of maintaining an over- 
valued official rate of the Guarani and export taxes add to the 
disadvantages Paraguayan exporters already have because of the 
distance from international markets and their dependence on 
Brazilian and Argentine ports for exports. Poor prices this 
year will impair the farmer's ability to pay back indebtedness 
and could result in lower acreage planted in 1981. 


Overall GNP Should Maintain High Growth Record but Some 
Sectors Weak 


Real growth in GNP in 1979 was 10 percent and the Embassy esti- 
mates growth at about this same level in 1980. Again the reason 
is hydroelectric development and the multiplier effect from that 
source. It is difficult to reconcile growth of this magnitude 
with talks of recession in the country, but there is no doubt 
that some sectors are depressed. Construction has been hurt by 
the various credit tightening measures taken by the Central Bank 
to bring down the rate of inflation, which was 28 percent last 
year as measured by the bank's Cost of Living Index. Land prices 
have also fallen sharply from the boom level of a year ago, but 
so far no easing has been seen in rents. Retailers dependent on 
Argentine and Brazilian tourist spending have been hurt by the 
sharp devaluation of the Brazilian currency and by Argentine 
policies allowing freer importation of foreign products directly 
into Argentina coupled with a stronger enforcement of regulations 
on what tourists can bring back from Paraguay. 


Growing Imbalance in Foreign Trade 


In analyzing Paraguayan trade figures one must bear in mind the 
large amount of unrecorded trade, both imports and exports, that 
goes on in this small country. However, in dealing with the 
official figures we make the assumption that trends in figures 
as reported reasonably reflect trends in the country's overall 
trade. 


Imports have exceeded exports for the past 6 years. The trade 
deficit doubled in 1979 rising from $61 million the year before 
to $127 million. The 19 percent increase in exports was far 
outdistanced by the 36 percent increase in imports. Cotton con- 
tinued as the number one export but declined in value. Indus- 
trial oil seeds and lumber showed substantial increase from 
1977-78 levels. Meat exports, however, fell by more than 75 
percent reflecting the closing of the country's major meat pack- 
ing plants devoted to exports. Import restrictions in developed 
country markets, rising internal demand for beef, and the com- 
petitive disadvantages of Paraguayan as compared to Argentine 
and Uruguayan meat packers have combined to put Paraguay effec- 
tively out of the processed meat exporting business. Paraguay's 
leading exports, cotton, oilseeds, and vegetable oils, have good 
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long-term outlooks. Paraguay needs to expand the production of 
these products for which the outlook is good and in which Para- 
guay enjoys a comparative advantage in international trade. To 
improve export earnings the country should also process more of 
its agricultural production. 


Paraguay has little manufacturing capacity and no crude oil 
production, so it must import all of its capital equipment and 
petroleum, most of its consumer durables, and a great deal of 
its processed food. Because of the small size of the Paraguayan 
domestic market, there is only limited scope for the import sub- 
stitution, although Paraguay could do more in this direction 
than it has done so far. To an extent, the open, relatively 
unrestricted access to the Paraguayan market enjoyed by foreign 
products provides a safety valve for the greatly increased 
resources within the country and thereby mitigates inflation. 

If the Paraguayans were not allowed to splurge on foreign con- 
sumer items, the domestic inflation might be even more spectac- 
ular than it is. The demand for a wide variety of imported 
goods is very strong and imports will continue to boom in 1980. 


The Embassy estimates a rise in the trade deficit to $190 mil- 
lion in 1980, an increase of 60 percent. In the first quarter 
of 1980 exports actually lagged behind the same period of a year 
ago. Partly this reflected lower production of cotton last year 
resulting in a smaller carryover for exports in 1980. Cotton 
fell to second place in the first quarter of 1980 behind lumber. 
The upsurge in lumber exports is not the product of any scien- 
tific treefarming, but reflects extensive land clearing being 
conducted near the Brazilian border. In the first quarter 
recorded imports from the United States were in second place 
behind Brazil, edging out Argentina, long Paraguay's number one 
or two supplier. 


Balance of Payments Solidly in the Black 


Despite the deficit in the trade account, the balance of payments 
is in good shape. The main contributor on the positive side is 
income from Itaipu and loans and investments from abroad. The 
Embassy estimates that Paraguay's overall balance of payments 
will record a surplus of about $160 million, equal to that of 
1979, and that foreign exchange reserves will reach $780 million 
by the year-end. 


Development Planning Neglected 


While great economic changes have been occuring in the country 
over the past decade, the basic economic, fiscal, and monetary 
policies of Paraguay have remained virtually unchanged since the 
early 1960's. Taxation is based on ease of collection, -- not 
on any basis of either equity or development. There is no 
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personal income tax and business taxes are widely evaded. We 
have already noted the lack of any thorough study of what makes 
most economic sense for the country to do with the vast energy 
which Paraguay will have available from hydroelectric projects. 
To a great extent the Itaipu bonanza has sparked a prosperity 
which makes it possible to avoid hard choices about taxation, 
development and energy policies. As long’as those who havea 
bias against any change in economic policy continue in this view 
and in power rational development is on the back burner. 


Implications for the United States 


The Paraguayan market, while small, is still an attractive one 
for U.S. business, since it is open, basically laissez faire and 
increasingly prosperous. American products enjoy a good reputa- 
tion for quality. Products from the United States account for 
about 15 percent of Paraguay's imports, with machinery, cig- 
arettes, and transportation equipment the most important. 


U.S. products are doing well in Paraguay's current boom. The 
United States has supplied virtually all of the heavy construc- 
tion equipment at Itaipu and further hydroelectric power develop- 
ment should provide an excellent market for continued sales of 
U.S. equipment. The decline of the dollar relative to the yen 
and major European currencies has made prices for U.S. goods much 
more attractive than they have been previously. There is an 
across-the-board demand for almost all consumer products and U.S. 
capital equipment is in a much better competitive position than 
it has been for years, even relative to goods from Argentina and 
Brazil. In the table on page 2 we give import-export figures 
based on Paraguayan statistics in order that the U.S. share can 
be compared to the total trade of the country. These statistics 
understate the amount of goods imported from the United States, 


During the past 3 years there has been a noticeable increase in 
the number of visitors at the Embassy and inquiries from busi- 
nesspersons, nationals and foreign, resident in Paraguay trying 
to obtain U.S. equipment and goods, including consumer goods. 
Also, a marked increase of Paraguayan travellers to the United 
States since 1978 prompted by the same reasons and facilitated 
by the beginning of service to Miami by the Paraguayan national 
airline has stimulated demand for all types of U.S. consumer 
goods. The number of Paraguayan businesspersons requesting U.S. 
visas is also increasing. These travellers go to the United 
States to personally effect purchases of not only various types 
of equipment but also of some raw materials which for decades 
have traditionally been purchased in Europe and more recently 
from Brazil and Argentina. While most of Fortune's 500 are 
already represented in Paraguay the Embassy believes that oppor- 
tunities are open in Paraguay for additional U.S. products. 





There is no doubt about the current dynamism of the Paraguayan 
market. Areas of potential investment include agro-industry and 
hotels. The upgrading and processing of Paraguay's agricultural 
production is still a good field for investment, as is land devel- 
opment. The buoyant state of the economy provides opportunities 
to export a wide variety of goods to Paraguay. The government 

is seeking to promote construction of cement, fertilizer, and 
paper plants, all of which would need equipment. A number of 
vegetable oil plants are being planned. There is a market for 
large land-clearing and logging equipment and for medium- and 
heavy-duty trucks to transport lumber and agricultural products. 
Representative of the broad range of opportunities are cotton 
ginning equipment, graphic arts equipment and supplies, micro- 
computing hardware and software, poultry and dairy equipment, 
transportation equipment, woodworking equipment, radio and tele- 
vision broadcasting equipment, aviation support equipment, medical 
equipment and central home air conditioners. 
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